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We )?me ccmeidercri vr.ur q p ' l  fcation for reco~!niCl.on ne -tion 
from federal hco~ue tax ~mrler sn%ign Snl (c)(3) o f  t h e  ZntcL %vor~ie 
aN-le. 

Yaw ~tntcwl pl.rpowes ris n ~ t  a~t in vrnlr Articles oi' Zncowmricm 
are smenqe for the deliwry of health c ~ r e  services throuafi i n d e w d e n t  
cmtract:~ tdth pF~ysiciam, hospftafs m d  ottther health care prddem, to 
arollnsa in, or benaf icisrfes of, prefeerre(f lxavtder k ~ l t h  ins~umm 
arrmyments, health meintenawe oqanisatimfi, n d  otller altem~tive 
delivery system arranganents and to enmet? in other acctvltf.ea which we 
neceRaary or bcmeficlal in the delivew of' !*er~'Lth services tmder ~ l c b  
health insurance amnp,omenrs heal th  !wintm@,?ce orp~niz~lt5.(71) or otlier 
altemtive delivent wstm a n m g m l n r .  

Your arttclee provided that the mrpretfon  hall. haw n..v cLwse~  o f  
menhem Resi~nate  "Practitioner i?mhornW and tlnspital Ytmbar. 'tbe 
l'ractitimer !,Ien$em shall elecc f lw directors and t h e  :%.spFta1 !?c*bnr 
whdl  apFmint five I! rectors. 

Yet\ duj.pe that ****  ~ n * *  ********* ********* n is a tbrefmd prcnrj.dar 
c \ t~ymi~at inn tlhich manges for ciel.ivrtry of a e d c e s  to enrollees st dts- 
cn.rntd races. You a ~ r o l l  phrs1ci.n ~F.'.are 1~ wmtrac.ti.n@ 4 th thw ta 
provide d i c d  sewl.we at  fLxd rates aa estahlistmed bv the o*******  . 
You further e t ~ t e  thi:hl,t you p r m t c  the ime of the facilcL1Lties a t  ****** 
*******  ** ****** xt (the hospital m~ber) by cmtrc.ctin~. wit!. the horrpf tal 
ant the parricipatfns plqsicians to prwide sewices at: d i s m t e d  rate3 
to wria8 aenhar ~tr2?-fundod Ln~Urffl~ce pLa2a. JIcBR~%x, p~rtic ip~irlf !  
phVsic1ias are n n ~  ~ndrtt mcluaive wements to prnvf.de sanrica thdl 
* * * * *  ******* ********* t. 'J31.e phgs.l.cian8 pay prt ic ip~te  in other 
P r a b d  Provi.6ar (hra~nizatim., Health ?kfntecmce Orrt~nizatim~, and 
other a l t m a t i w  deli!re- syatens. 

Fa& partici~mtiql  physician shi112 rmer spp~vpriate services a8 
properly t e q t w t d  mdet arry alternative &l~,wrv s-/stm nxr have cmrrwted 
with ,and partlcfpatlnp! phvsfcim:~ ~a..rill, lodc aolw tx. w.i $:or ampe41~latfon. 

Section 501 (c) (3)  of the CoCp pr~~~'des:-: for the acqtian from federal 
fmne of ora~~fmtiorus or~ani.md fl3~r-I ~ q e r a t d  \c!cxc'~~~aivat1v € 0 ~  
cbmit&le or edircatianal purposee, nc :)art of the net earnin~s of which 
inure3 to tbe bmef'it of ran prtvate s,wreblder or iwlividlal. 
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Section 1 .SO1 (c)(R)-1 (h) of t h e  rci:~tlat!.oi~.. ~uovi.cir.s t-11nt an 
orpmi.zatior1 I ?.i n r ~ a n h e d  cxclt~slvelv foi- c;xc . i l~ t  nilrposr..s m~lv  i f  f . t ~  
urticles of orawizetio~l: ( a )  lioit: tho ~ I . ~ ~ ; x R C ? E  t3-2 ~ 1 x q 7 t .  ~ I N ~ X ~ C + S ;  an:! 
(1,) d o  not ~$,<>SS~V enpm.it=l: the oror l~J .znt ioo ,to ene;<i.e i n  al:tiv: tip.<: 
which i n  the  arc not in f ~ t h e r a n c e  of cxmpt p ~ ~ r j m s a s .  

Section 1 ,501 (c) (3)-1 ( c )  (1 ) of tbe renllatl.:m~ !.)r:~vi.les that: 
orpmizatinn r.liI1 he rw:artled as ''~qler~ttxi ~~xclu.i~.~~I~'~ for cine or sore 
ex- t p~n-psft~ tx11.y i.f F t enqan.c s pr itnnril-,? Crr sct t ~ r i  t ies r..h i.ch ~cc:rrpl.Ls!~ 
one or  cure s ~ c h  txcmpt p~qmsctq ~ p e c  FCied in section S!)l(r:) (3) of thc 
Cnda. Ari olrp.t~ni.?at!m? vill. not he k:o rqytrcjerl i r '  !ilot-c t h a t  an i ~ ~ u h ~ ; t m t i e l .  
.part of i t #  activities is not Fn furtfierarrcc? of fin c-rr&ppt: p17r IX-JS~?, 

Sectim~ 1.501 (c) (7)-1 it?) ( i i )  of t ' l t - 3  repl.ation:; prntq d ~ s  tilat an 
orgsni~atlon is not organized CJK- qnrrcraterl e x c l ~ r s l ~ ~ l v  fnr  one ar Tore 
e x q t  purpose wless i t  ?ewes a plbf.!.c ratller ?hm a a:rf.V8tr? intereat. 
%i.ls, to met tile rtyuircr?c-nts o f  b1f.s ~uhdivisiol~, Cr: ts noeesa,wy fcjr 
an oqzanllmtian to eatnhltsh ttt.st' it I s  !lot. orpanfwd or o:)czrat~4 for t.1-cr 
benefit of private i n t e r e ~ t ~  81xh eo des imat-e(.l ~.nTli~rL~i~v~'Is, -he c ro~ to r -3 ,  
sh~reholdern of the orqanizatim, nr pernone crmtmlli~, ~li.~3:wtly nir 
indirectly, IW etch jrl.vats j.nterests. 

Sectim 1.501 (c)  (3)-1 ( c )  (1) cF the rcyyl!.atior?r: r;rt>v;.rle!:r i:;\di: i i i l  

orm*,lzar:on is mt: m q t  under ~ e c t i m  501 (cj (3) of the (5x1~ i.f i t s  
p r i w i ~  ~ ~ r p o s e  and a c t i v i t v  10 the c..arrviry on nf 1r;relntcil trade or 
Fsz~Imse au defined hi section 51 3. 

P?ui?rulr P,>:,ll . \r~g, ' , , , - ' ;Pg,  1 ?5!1-.' f ,", 7'37, :.?:?~,rf'.r..: ?r, 97-?-:*:,7yjm 

3r~se [ai.n?ry p t ~ p o ~ e  i n  t he  ~ ~ e ~ ~ a ' n t i o n  md !naintmance of' R pl.It?i2?1~8i~~ 
q%ency fcr tho !xme:?it o f  i t s  o t h ( f l t ~ f . ~ ~  imxe!.~t&l W F I ~ P X Y ~  vh0 are a m p t  
I ~ R  chari~:al3le or~mirations. The r u l i n r ? . ~  +tal? chat_ chra orpnizaticms 4i.d 
not: qualify under swtim 1 P1 (c)  of the C 0 . k  (prt~iscessol: lit 501 (c) (3) ) , 
hmwer, L t s  activittcu ctx)stnted pri.mrflv of the p~rc:hm,te of supplies 
and the pcerfomce of otl~er re'el~~;c~! senrfcm. This nilfnv. s t a t 4  that 
s~rch scti~A.ties Cn thmselves e m o t  be t~~ t i .* r l  cktaritnble, tut: aye o r d i n ~ ~ ~ p  
binlneet? ttct ivi t.l.cn. 

'Reverrle Ruliq,  hljg-5%15, 1 96%-? C .  Fr. 1 27, c'icecrihen ta? o r p ~ n i ~ t i n n  
.hrn!txI to pmvtde ihvmtment services on R Eet? ijasie only to oremizetl.ons 
e x q t  tnrter awt'inn 501 (c)  (3) nf thc Code. ?he ~ r g ~ i a ~ t i c m  imestel 
f5n1c.h received  fro^ prticipet.lnn tax-eampt orir;a~i?~ticme. Tnev tere 
free frm t3a con+~>l.  OF t h a  p.artfrLp$n+.a mil h.mi ahrrolltte zrr1r1 inmtroll.F?d 
diru3retiL~ over i n v e ~ m n t  jnlj.~ies. The ndin? hholdn that, the or,mnizati.cn 
dir! not  q1.nItfi7 under smtFcm S9l(c) ( 3 )  o f  the  C0~1c.2 riw. stated t h a t  prtrvidinp. 
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iwcstment WIV~.CF'P m H ~ W I ~ P T I  h2si.s for a fee if a t r a d e  OF tv~f~les l i  
rrrr!inari ly mrrierl m for the profit. 

li,+yenue Krll in2 7'j95r16, 1973-2 ran. 137, descs-ibes ar, nrpnizst. ir)n 
form4 tc; ~ot r i r l c  imnbmt newices on n fee hasis m l y  t o  nr:p,a~i.zationu 
wcmpt rmder u w t i n  'jnf (cI(3) of rha Code, 7.b~ c ~ r ~ a ~ l z ~ t i o r :  i n r e ~ l t ~ l  
funds receimd from participatlnv tex -cm~. t  .~rpwimtiima. 'I l ly  ).?ere 
free .*m t h e  c4mtml of the pnr t i .c ipmtr ;  ir.d had aho'lute ancl m~cm- 
tmlled did not qwl.i.fy mrler section 311 (c) ( 3 )  of the W e  and 3tate-l 
that r.lrtsvirlin~ imetment R ~ W ~ C ~ R  cm R r e m ~ f ~ r  basis for a fee i s  ? 

trade or kw2.ness orAinarily carried m for the profit. The orwiza t t on  1.9 
not q~ere td  prinarilv far the prfstr~tim~ o f  social welfem. 

%@venue %din# 72-369, 1972-2 C.H. 255, desrzrihs m ar~mi  zation 
foncrl Fri providr. mnw.orial and c c f i l n l l t i ~ ~  sewf.clw at cost  to unrelated 
~xuapt orqanizatiaras. 'IILL~ ruling lwld that the ote,mizati,cnre did nor 
qucllify foC exmpticn under section 5r\l(c)q3) of the Cc:oLfe. 7he nl'linp; 
statzs t h t t  "an or~mizael<m is nat  ex!x;scpt rrhtre1.y l~e~,~n~3e it@ uperatima 
ate nct m k t e r l  for the prrpoeefl ~f ?rOrtrich!?, a prof!.t...p&dino, 
rmqr ie l  mrl coreuftinp, ~ervices of 8 te,q~lru. basis for a fee it: a 
treds or b ~ s ( _ m s  arclinarily c~rricxi on for proFbt." 

In R.S.U. G, Iw, v-~tsaioner, 70 T.C. 353 (lWR), the cowt 
cnrrb9clr*at az&vizatim ,;&me sol%-act ivlty cone isti% of of far in^ 
cm8ulti?'q servim fa? a fee 9et at M clme t o  cc-t to nonprdit, 
Ifinited teaoutcc? o~.animtime, does not ~pa l l ty  for oomptim lsrrtler ucc- 
tirm Ml (a) (3) of the We.  %a o r ~ a n i e a t i o n  entered into ~ u l i ' c m t -  
retaiplor relationehipa t d t h  ftve or six l i m f t d  rr?sol!rcc.s ~ ? ; r a ~ p s  invc i ld  
f q  the feel& of health, hku:sr,in~, v m t i a n s l  s k i l l s  and amperatPve rem~cqe- 
n.~+nt. The m,anfzatim'e E.'iy.mcing  doe^ mt: rerrmhle that of the eyplnal 
acctf on SO1 (c) (3) arg~r9zatf.an. ' h e y  had not o1.l.c i t d ,  n3r w e i d ,  
erry vo1unt:ery contrftx*r.i -;nq f r u n  the public. 

In Conauner-1Parnc'f Mflk Cooperative., Inc. v. Comoisstmer of h l t m l  
~ - , " 7 8 6  F. 2d t;K;"cTlq50) the Court &m=mption tinder the we- 

is pcir~~rilv to b e f i t    it^ nmhem ~cmaCaIl?~ and &ly $ncidmtkll; 
to fur&= k,qe?ctr public relfars. 

Tn kttm RUSin-8 Wxau v. IJ.?., 3'26 1t.S. 279 (1 94!$) the Stl'preme 
(aurt de%ermi& that .%bile a m  actlvfti* of the ormill:etlm under 
coneidareat ton uerm b c s t i t m d ,  e, strbatnotial. p . q o ~ e  'hf ,the cm?;enixatin 
rm to p,mts hM.nese, t h w  the orgmfmtion was wk: operatha 
cuc!.usiv.velv fht &catimtsl papocje?. BEST AVAILABLE 
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Y o t r  prfn\aty sct tvi tv  of p-rov! liinz a 7xx)I. of *micjmrlq to hea l th  
care plxn s~Bscribi.m and :mdvers;rti~~ SLW:~~ p3rctc)ipatin~ ill?y,gi.~iaris at a 
r1%>.oCi.r3Cerl fee is; essmtially t!w eperati.m o f  R hillinq 834 col1.ccti.n~ 
Sewj.ep h,sjnme with tile ~ n ~ h l f c  .In 2 mr,-n.ner ~ t m f  l i ~ r  I:n org8 ,~ lza t inn  
t.jhi& arc: cmdu=teci fc~r pro?jt sm31 9s t -ho~e desc:rikd Inthe Crees cite4 
, See swcipns !,40l(c)(7\-1(e~ ~ I Y J  l.rtO1!~:)(??-l(~:?! nF t h ~  
rr?pil.ation::. 

& c w t l l ~ , P ~ ,  :Q-lc- a:'& nf.ei3tey: ory , ,~ -n iz~ l  %tr q ~ e r a t d  mclusiv~l.~ 
for aempt  ptri?<r,1t?'l, p! dc not qmlify i-.br ~-hq.i.~~t!~!.! t f i C ? ~ ~  n ~ e ( ~  
501 fc) (3) of the Uor!e. .?"ncrefore, mir At:,? requi.rml to f J . 1 ~  fe'ECIer~.l i z ~ ~ f r n n  
t m  rettms. Ccntrllatims to y m ~  are n 3 t  ued\ct;'cble to donor6 ~rrder 
s m . i n  170, 2fV5, ?l06, ~ n r i  2557. 

Y~nl have the r i ch t :  t.e ~rurest: m r  nll.inq Ln L ' I K ~ R ~ ~  to yx~r private 
Ecerndatian scat.rxi i f  ycg.1 F~li.-re :hat it f rc incorrect. 'ro pmtefft, you 
gFm11.d ~ ~ n 3 . t  R st?:*.twrl: of ym!r \dc?crfi, r,.rl.th i j  fi!11 mplsnntL;xr of wtvolrr 
ream in^. Tzis ccate!?mt must be g t lhdt t rd  within 90 drys of tr~a date i 
o f  th i s  l.ette? and mist be s i z ~ e 3  bur. one nf yrs.*-. afficers. YoI.? 3L.o have 
a ri&t to a w f e r m c e  i n  th$.s offi.ee after wli: ~ ~ t - y t t  is submttted. 
If VCI wit o cmfermce, mi lI'Ij38c rq\teet f ~ t ;  then vm: f i l e  -Trnlr ?rotest 
smtomt. If yw are to he re.pret3tmtcd luy aomeone who is not oae oof 
your officgm, he/qhn miqt fCle R prtyer p e r  of aEtOrll~,y and n e h e s ~ i ~ e  I 
qualifv m1er air ci)nicsrm.ce R I I ~  1Jr:lctfce Hq11iremts. 
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l'r' mu dfrcyf  Ftrthpr c . n ~ r e ~ ~ : o ~ ~ ~ i e n c r  co ~ J S  c o n c ~ r n i o ~  chis TW t t ~ ,  
please incl,uie tllc foll(~.lin;~ oy~kls on the erl?fllopc as part of our 
~ : ] d f e * * *  **********  * * *  **** 5. ' I ~ P S C  S Y ' ' ~ ~ O ~ R  40 170t rc?Fcr VOllr CSSE 

bv rathe* to  it^ locbtion. 

~f Te ck, h e ~ 1 :  fim 7~ d e l . f n  79 d a v s ,  ?-his nl ' l in~ ,  will becarte 
f ina l  m d  crpies w i l l  r?e :Fonarded t o  vorr key iHstrict Director. 711ereafter. 
if ~1 h e  qllefitions a.FKHlt XIIIZ. i 2 ~ , e r d  i n m e  tm: S t R t 1 S ,  ~-1l~lldtn~ 
q l w 8 t f . m ~  cmcenj,ne mwrt.in? r€qui.rernent~, please conLact WLU hr 
Dtatrict n i  rw.:tor. 

cc: **********  
********* *** p 

Iniliator Reviewer Reviewer 
Code ********* L 

Surname --- 
Oale .,- 
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